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E.O. 1 1652: GDS 

TAGS: EEIN, ENRG, EC 

SUBJECT: ECUADOR LOWERS OIL PRICE 

1 . THE GOE ANNOUNCED JULY 9 THAT THE PRICE OF OIL HAS BEEN 
LOWERED 43 CENTS A BARREL. TEXACO ASSISTANT MANAGER BUCARAM 
TOLD EMBOFE THAT THE COMPANIES EXPECT ANOTHER REDUCTION WITHIN 
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A MONTH. ACCORDING BUCARAM, THE 43 CENTS DECREASE IS 
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SUFFICIENT TO MARKET THE OIL AND THE SUBSEQUENT REDUCTION 
WILL lUSTIFY FURTHER INVESTMENT. BUCARAM DID NOT KNOW HOW 
MUCH THIS FUTURE PRICE REDUCTION WILL BE. 

2. MINISTER OE NATURAL RESOURCES SALAZAR ANNOUNCED TO 
THE PRESS THAT THE TAX-PAID COST OP ECUADOREAN CRUDE WAS 
REDUCED FROM 10.84 A BARREL TO 10.41 A BARREL BY LOWERING 
THE INCOME TAX PROM 58.83 PERCENT TO 53.05 PERCENT. THE 
DECISION IS IMMEDIATELY EFPECTIVE. THIS PRICE REDUCTION 
APFECTS ONLY CRUDE SOLD IN THE CARIBBEAN AND THE U.S. 

WEST COAST. THERE WILL BE NO PRICE CHANGE POR CRUDE SOLD 
TO THE SOUTHERN MARKET (CHILE AND PERU). ALSO, THE COST OF 
PRODUCTION (FIXED BY GOVERNMENT DECREE) WAS RAISED PROM 45 
CENTS TO 51.2 CENTS A BARREL. SALAZAR MAINTAINED THAT THE 
PRICE REVISION TAKES INTO CONSIDERATION THE DIPPERENT CONDI- 
TIONS IN THE THREE PRINCIPAL MARKETS: TWENTY PERCENT OP 
ECUADOREAN CRUDE GOES TO THE U.S. WEST COAST, TWENTY PERCENT 
TO CHILE AND PERU, AND SIXTY PERCENT TO THE CARIBBEAN. SALAZAR 
ADDED THAT THE ADJUSTMENT DOES NOT CONTRADICT OPEC GUIDE- 
LINES POR GOVERNMENT TAKE. 

3. WHEN QUESTIONED ABOUT A "BOYCOTT” BY OIL COMPANIES, 

SALAZAR ADMITTED THAT THE COMPANIES HAD STOPPED EXPORTS UNTIL 
THE GOVERNMENT DECREE, BUT ADDED "THE COMPANIES COULD NOT 
SELL THE CRUDE BECAUSE THEY DID NOT HAVE A COMPETITIVE PRICE”. 
WHEN ASKED WHAT THE OUTCOME WOULD BE IF THE COMPANIES DID NOT 
ACCEPT THE READJUSTMENT, THE MINISTER SAID THAT "IT IS NOT A 
QUESTION OP ACCEPTING OR NOT ACCEPTING, SINCE IT IS A 
SOVEREIGN CONCERN. IP THEY DO NOT ACCEPT, WE WILL STUDY THE 
NECESSARY MEASURES”. 

4. AT PIRST READING, THE GOE HAS SERIOUSLY COMPLICATEDHTHE 
TAX COMPUTATIONS POR ECUADOREAN CRUDE. THERE ARE NOW TWO 
INCOME TAX RATES DEPENDING ON PINAL MARKET, A DECISION WHICH 
WILL BE DIFPCULT TO IMPLEMENT OR ENPORCE. THE GOE DID NOT 
ALTER THE REPERENCE PRICE (13.90) OR THE ROYALTIES (16.67 
PERCENT OF REFERENCE PRICE - EXPORT TAX) SINCE ROYALTIES 

ARE EARMARKED POR THE MILITARY AND INECEL. PRESS ANNOUNCE- 
MENTS ALSO CITE A NEW TAX-PAID COST (POB BALAO) OF 10.41. 

THIS FIGURE APPARENTLY STILL PAILS TO TAKE INTO ACCOUNT 
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THE 86 PERCENT COCA PAYMENT. PURTHER DETAILS ON PRODUCTION 
AND NEW COST ANALYSIS WILL POLLOW SEPTEL. 

5. COMMENT: JUDGING PROM BUCARAM COMMENTS NOTED ABOVE, 

GOE PRICE DECREASE SHOULD PROVE SUPPICIENT FOR TEXACO-GULF 
TO RESUME EXPORTS, ALTHOUGH IT REMAINS TO BE SEEN WHETHER GOE 
WILL REALLY PROVIDE ENOUGH INCENTIVE FOR FURTHER CONSORTIUM 
INVESTMENT. 
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